M anaged care in workers' compensation has been defined as the active process of reducing work related injuries and assuring that when an injury does occur, the employee can find medical care and return to work quickly and safely (Shor, 1993) . The workers' compensation model for managed care has remained predominately a fee for service environment; clinicians and providers are paid only to treat clients. In comparison, the true success stories of employee benefits cost control have been through innovative reimbursement policies such as capitations or placing providers on a salary.
Applying managed care to workers' compensation means looking to the health maintenance organization (HMO) industry members. Their knowledge of developing and organizing successful provider networks and their ability to train employers, employees, and providers in the efficient delivery and use of medical care are strong resources. That which workers' compensation requires that has not been a part of the HMO delivery system includes emphasizing workplace safety, minimizing lost time, dealing with questions of compensability, and including providers who frequently treat workers' compensation clients but are typically not in HMOs. Such providers would include occupational health nurses, occupational medicine physicians, chiropractors, and physiatrists.
The challenge is to include effective managed care strategies used by HMOs while recognizing the unique-
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Ms. Daiker is Director of Network Development, Intracorp, Philadelphia, PA. 422 ness of workers' compensation. The use of HMOs, Preferred Provider Organizations (PPOs), and other managed care networks in workers' compensation jumped from 20% in 1991 to 50% in 1992 (Towers Perrin, 1992 . Utilization review also increased dramatically, from 28% to 70%. Precertification of medical treatment tripled from 19% to 57%, and case management increased from 30% to 84% of respondents in the study. It is necessary to understand this change both for those who provide and for those who purchase such services.
MANAGED CARE DIFFERENCES
While managed care for employee benefits provides a model, there are significant differences that need to be understood. One difference is in the terminology. Misunderstandings occur easily between those professionals familiar with employee benefits and those with workers' compensation. A common difficulty is the use of the term "claim." In employee benefits managed care, a claim is a bill for services. Under workers' compensation managed care, a claim is a history of all the payments and activities related to a particular injury. Other differences in terminology include: • Wage Replacement: Employee benefits do not commonly provide wage replacement, except for short term or long term disability, but workers' compensation is greatly concerned with the rising expense of wage replacement. • Employee Responsibility: Workers' compensation provides first dollar coverage, meaning that all medical expenses are paid by the workers' compensation insurance. Employee benefits often have copayments or deductibles paid by the employee or family. • Benefit Level: Workers' compensation is a mandated insurance with benefits decided by regulations. Employee benefits are optional with coverage decided by the purchasing power of the employer.
Financing of managed care in workers' compensation also differs from that for employee benefits. HMOs often pay providers under capitation arrangements where the providers receive a per employee per month payment regardless of the number of visits or services they render. In this manner the provider shares in the monetary risk for medical management of the managed care member. If the provider manages the services well, the member will be healthy and satisfied and the provider will make a profit. When the services are not managed well, it will affect both the finances of the provider and the health of the member.
Similar arrangements exist where providers are paid a flat fee for the diagnosis or, for physical therapy, a per visit rate. This is a less risky arrangement for providers because they are paid for every client, but the fixed amount forces the provider to manage the services appropriately.
Workers' compensation rarely uses such strategies. The most common provider payments are fee for service, where the provider is paid a certain amount based on current procedural terminology (CPT) codes. In many states the regulators have developed fee maximums for workers' compensation charges, and the employer does not have to pay any more than the published rate. A managed care vendor may negotiate below that rate, and often does. Negotiated rates can be for a fixed amount on the CPT code or a percentage below the state fee schedule.
Workers' compensation has been slow to move into financial arrangements such as capitation due to lack of data to build underwriting models. Capitation and other risk models are being explored by various companies, particularly with self insured employers who have traditionally maintained detailed data on workers' compensation expenses.
COST DRIVERS
In most states, the debate over cost containment for workers' compensation is ensconced firmly in legislative halls. Many states, such as Oregon, Missouri, Minnesota, Rhode Island, and Ohio, have passed managed care laws and are developing rules for their application. The assumption is that managed care will reduce the costs and, therefore, satisfy constituents. While managed care can contain certain costs, others are left untouched. In making a decision about purchasing managed care services, the first step is to understand the cost drivers that will be individualized for each employer.
A study funded by the Workers' Compensation Research Institute (Victor, 1992) looked at the cost drivers in six states. This study identified two main categories: natural cost growth and additional cost growth. Natural cost growth is the effect of general economic conditions such as employment growth, wage growth, and general inflation. These factors increase the cost of workers' compensation, but no more than the increases seen in other services or goods. Additional cost growth is the increase in controllable workers' compensation expenses.
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One additional cost growth is a front end expense; claims paid are more than expected because of such factors as expanding the scope of compensability, reducing safety requirements, or increasing use of workers' compensation. These costs occur before the claim is filed for workers' compensation.
Back end expenses are another form of a additional cost growth. These expenses occur once the claim has been determined compensable. Examples of this include increased use of settlements, increased duration of disability, larger wage losses, increased attorney involvement, and increased determinations of permanent partial disability. According to Victor (1992) , back end expenses are the primary reason for rapid growth in workers' compensation costs.
The third additional cost growth is in medical prices and use of services. This includes increased prices for services, increased use of new technology, and increased number of services provided to a claimant, as well as the impact of changes in billing practices.
Another factor believed to affect the cost of workers' compensation is the decline of literacy in the workplace. One study ("Literacy wake-up call," StarTribune, September 9, 1993 p. lA) reported that nearly half of all adult Americans read and write poorly. This supports other findings (Kozol, 1985) that severalbillion dollars are spent for workers' compensation costs; damage to industrial equipment; and the direct costs of on site accidents due to the inability of workers to read safety warnings, chemical content designations, and instructions for the operation of complex machines. Klare (1984) found that 18% of a large sample of Navy recruits read below an eighth grade level. They did not understand written instructions, audiovisual aids, or even oral instructions.
Managed care in workers' compensation is designed to reduce costs in medical pricing and utilization of services. Some vendors also will try to affect the duration of disability. Because these aspects only address part of the cost of workers' compensation, a purchaser of managed care services needs to understand where costs arise and match the cost containment strategies to those causes.
VENDOR TYPES
A difficult question for an employer or insurance carrier is how to evaluate managed care vendors. Typically, it is best to categorize the vendors and then evaluate their components. In this manner, similar ven-Administration dors can be compared and services offered by the vendors matched with cost drivers. Figure 1 depicts one categorization scheme. In this scheme, vendors are analyzed based on two aspects: ability to bear financial risk and scope of service. Risk means that the managed care vendor is assuming responsibility for the payment of medical services such that if care is not managed appropriately, the vendor may not have collected enough revenue to cover the expenses. On the other hand, the vendor also has the opportunity to secure a significant profit. This type of financial arrangement could be done in several ways. One method is to calculate the expected medical expenses for the term of the contract, subtract a negotiated cost savings for the employer or carrier, and pay the vendor the remaining amount. The vendor must manage the medical expenses within that amount, usually through negotiated fee contracts with providers and utilization management. Another method would be to calculate the percentage of workers' compensation premiums that represent medical expenses, subtract cost savings, and pay the vendor a percentage of the premiums. These types of arrangements are becoming more common and represent a significant change in the relationship between vendors and their clients.
When the vendor is not taking financial risk, the payment is typically an administrative fee. This is the most common form of vendor reimbursement used in workers' compensation. It is used also in administration services for employee benefits. In this way the vendor is not at risk for medical service payments. The vendor could be unprofitable if the administrative fee does not cover expenses, but this has no relationship to the provider payments.
Typically, when a vendor is operating under an administrative fee basis, the margins for profit will be small and high volumes are necessary to sustain the services. For example, a vendor may have negotiated fee arrangements with providers and may reprice bills for a per line charge. The vendor will charge a fairly small amount per line and needs to process a large volume of bills regularly to sustain the business.
The scope of service provided by the vendor encompasses two extremes, from those who provide workers' compensation services to those who provide employee benefits. When workers' compensation is provided alone, the vendor typically has dedicated staff with expertise in workers' compensation. This stand alone approach could include special provider networks selected for their skill in workers' compensation, utilization management teams that understand the regulatory issues in workers' compensation, and a dedicated bill processing unit.
Providing workers' compensation services independent of employee benefits mirrors the insurance arrangements of the employer, where workers' compensation insurance is typically purchased from a different carrier than the employee benefits. Providing workers' compensation services without employee benefits is the most common approach being used by vendors.
Some employee benefits managed care vendors are looking to workers' compensation as a strategy for recruitment of new, and retention of existing, business. The successful vendor recognizes the unique needs of the client in these two arenas, but finds efficiencies and increased cost savings through managing both.
Efficiencies could be gained by having a common utilization management tracking system, making more accurate and timely information available for decisions about appropriate medical services. Cost savings occur because the combined volume of clients is higher; an important factor in negotiating provider fee arrangements. Additionally, common employee information packets, providers, and procedures lead to improvedunderstanding and reduced redundancy in implementation. The challenge is in providing quality products at a profit.
Using Figure 1 , one can assess a vendor by placing them along the continuum on both the vertical and horizontal axes. Locating the point of intersection provides an indication of the nature of the products. If complete integration has occurred between workers' compensation and employee benefits, the point will be on the vertical line. The amount of risk will not likely be in the middle, but at some point above or below the horizontal line. This model allows the purchaser of managed care products to evaluate internal expectations of risk and integration between workers' compensation and employee benefits.
EVALUATING VENDORS
Once an internal assessment is complete so that cost drivers are understood and some prospective vendors identified, the vendors need to be evaluated. The presen- Figure 2 : Vendor rating scale. Directions: Rate one vendor on each aspect, marking the number that best describes their services. Copy the number marked into the "Rating" column. Add the rating numbers and enter the sum Into the "Total." The vendor with the highest total best meets your needs.
tation of a strategy to evaluate vendors does not imply that anyone strategy is to be used to the exclusion of others. Any well designed evaluation requires multiple strategies (Veney, 1984) . Below are a series of questions for the vendors and possible interpretation of the responses. Figure 2 presents the questions as a rating scale so vendors can be ranked and compared. Used with other strategies, this scaling can help make the purchase of managed care services for workers' compensation a more informed decision.
How Are Providers Selected?
This is a critical question to ask vendors. Network development for workers' compensation can include a variety of techniques. One option is to use all payer language in employee benefit contracts and leverage that language for workers' compensation. This uses the total volume of clients brought to a provider as a negotiating tool in developing the fee arrangements. It also reduces the number of individual contracts between a vendor and the providers. Large networks can be developed in a short period with excellent price control, but they will not be specific for workers' compensation. For example, pediatricians and obstetricians will be included in the network.
A second option for network development is to select certain contracts that have all payer agreements. In this strategy, the network is created as a subset of an AUGUST 1995, VOL. 43, NO.8 employee benefit network. The network can be tailored to the needs of workers' compensation. A workers' compensation network can be smaller, with less administrative costs, and still use the total volume of clients for negotiating the contract rates. However, smaller networks mean there is less coverage and a greater likelihood of employees using nonparticipating providers, particularly in a state where employees can choose their treating provider.
The third option for network development is to build a network that specializes in workers' compensation. In this network, all the providers understand workers' compensation and disability management. Contracts are exclusive for workers' compensation and can reflect the specific concerns of employers, such as timely access and communication requirements.
While these networks are the most knowledgeable about workers' compensation, the price control will be less. However, the cost saving strategy of reducing disability will be higher and, if managed well, can create a better return for the client. Like the subset network, some employers and employees perceive a small network as a reduction in benefits or choice.
What Are the Utilization Management Guidelines and How Are They Carried Out?
Utilization review guidelines are the backbone of effective monitoring of appropriateness and efficiency of provider services. Actual treatment recommendations are compared against the guidelines, and recommendations guide further treatment and provider payments. Most states have language in their workers' compensation statutes stating that employers and carriers are responsible only for those services that are necessary for the treatment of the work related condition. In this way, any service that is not necessary does not have to be paid. Utilization management helps providers understand appropriate use of services and makes recommendations on necessity.
Utilization management guidelines come from three sources: purchased, purchased and modified, and internally developed. Purchased guidelines are easy to get and have been scrutinized by the provider community for validity. Typically, they are general enough to cover all circumstances and are tolerant of a legal challenge. This tolerance and generality make them broad and less aggressive than other sources. Publication time is long; therefore, recent changes in technology or practice will not be reflected in the guidelines.
Some vendors for managed care in workers' compensation will purchase guidelines and then use a consensus panel or Delphi method (working with a panel of experts to obtain consensus) to modify or add to the guidelines. In this way the vendor can have a full set of guidelines quickly and still be responsive to changes and the need to increase aggressiveness. Modifications of purchased guidelines remove their tolerance of legal challenges. They can be challenged on the process used for modification.
Internally developed guidelines use many techniques employed by the authors of purchased guidelines. This process is time consuming and expensive. Once complete, the guidelines can be of great value to the vendor, including selling them. The techniques need to be sound enough to withstand legal scrutiny and reasonable enough to complete.
How Does the Pricing Work?
Because managed care in workers' compensation is relatively new, pricing reflects creativity and the constraints that exist in data collection. Some vendors charge an hourly fee for service, usually for utilization management. This fee for service also could be a per line or per bill charge when repricing is part of the product. Alternatively, some vendors are building an administrative capitated arrangement with self insured employers. In this arrangement, employers are charged a monthly fee based on the number of employees (or injured employees) that covers the administrative costs of the service. This is not a risk arrangement such as that described previously; the only fee at risk is the inability to cover administrative costs and profit.
A few vendors have developed a network access fee combined with a fee for service arrangement. The access fee covers the cost of setting up the client and training in 426 use of the product.
Another common pricing strategy is the percent of cost savings. The vendor receives a percentage of the difference between what the client would have paid for the services without the vendor and the amount actually paid. For many clients this is easy to carry out and creates little disruption in their work flow. However, the cost savings is only affecting price control, which is not the main cost driver in workers' compensation.
The final pricing strategy is a risk sharing arrangement, described previously. Several large workers' compensation carriers are working quickly toward developing models of these arrangements. As these models are completed, more information will be available on their effect, both in terms of quality of services and cost containment.
What Is the Method of Communication and Type and Frequency of Reports?
As a purchaser, one needs to know the status of the case, how information will flow between the claims administrator and the vendor, and who is accountable to solve problems. Some events will require immediate attention; therefore, it is important to know how to reach key individuals within the vendor organization. Similarly, the vendor needs to know how to reach the purchaser. Linking electronic mail systems can make communication easier, but confidential information needs to be managed carefully. Other options include regularly scheduled phone meetings or calling as needed.
Sometimes a standard reporting package is included in the service charge, with additional charges for special reports. The delivery of the reports is important: Will they be hand delivered? Will a data tape be received that can be internally analyzed? Be clear what kind of information is valuable, making sure the information will be used for internal decision making and administrative recommendations on continuing the contract with the vendor.
What Services Are Included With the Contract?
A variety of vendors are available and they offer a wide array of services. This question helps initiate a discussion of the initial training that the vendor will provide on the product and additional training as required for a review. The question reveals other types of education programs provided, such as health promotion and on site visits by providers. It may also reveal resource lists for other services such as rehabilitation consultants, independent medical examiners, and loss control specialists. Comparisons among multiple vendors require an understanding of all the services offered.
What Qualifies the Administrative Staff To

Direct and Manage the Service?
Workers' compensation is different from employee Delker; B.
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benefits and, therefore, requires an understandin g of regulat ory issues, disabili ty management, and the relationship between claims adjudication and cost containment. All vendors should be questioned about the understanding of the adm inistrative staff of these issues and their ability to remain current on the inform ation.
What Will My Company Save by Using These Services and How Will This Be Shown?
The reason for purchasing managed care is cost containment. Some savings will be easily measured and evaluated. Others will be soft, or easily influenced by multiple factors . For exampl e, a provider makes an initial recomm endation that an empl oyee should be on temporary total disabili ty (TTD) for 3 weeks due to a carpal tunnel release. The vendor can educate the provider on the value of light duty and bring the employee back to modified work activities after only 3 days of TID.
Hard savings is the difference between the requested TID and the actu al TID. Soft savings would occur when employees are encouraged to use participating providers who understand disabili ty manag ement and , subsequentl y, the average lost time for the employer is reduced . The vendor may have influenced this change by having quality providers available. However. the change also could be attributed to other factors such as an improved health and safety program resulting in less severe injuries, the availability of more modified duty jobs, or improved supervisors' attitudes toward injured employees, making the empl oyees less likely to remain at home. Overall , the purchaser and the vendor need confidence in the process and data elements for the relationship to be beneficial.
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Managed care for employee benefits provides a model of cost containment for workers' compensation ; however, significant differences must be understood .
Purchasers of managed care services must perform an internal assessment to determine the cost drivers for workers' compensation. Managed care does not address all cost drivers.
A model for evaluating managed care vendors places them on a continuum of risk, similar to insurance risk, where a variety of cost containment strategies may be used together.
By reviewing seven key aspects of a managed care vendor, a purchaser can rate the vendor's ability to meet their needs.
SUMMARY
Managed care in workers' comp ensation is new and developing. The model comes from employee benefits products, but the unique nature of workers' compensation prevents replication. As a result, choosing vendors for managed care is confusing. The first step in looking at managed care vendors is an internal assess ment of cost driver s. Managed care can address only certain cost drivers. If cost containment strategies need to focus on aspects other than price of medic al services, use of services, or length of disability. then managed care will not bring value.
Once the decision is made to select a managed care vendor, one may use the classification strategy and que stions presented in this article to co mpare the vendors. While this strategy for assessing vendors should not AUGUST 1995, VOL. 43, NO.8 be the only criterion used in the assessment , it provides some structure and tools for the process.
